; General Business Conditions 


HE grip of the war upon the indus- 

tries on the whole has been tighten- 

ing rather than easing in recent 

weeks, although the changes are in 

both directions. If the forecasts of the 
_ War Production Board, included in the Truman 
_ Committee’s report to the Senate March 4, are 
| correct, cancellations of Army and Navy con- 
} tracts are currently running at the rate of $11%4 
' billions monthly. Nevertheless, these cutbacks 
5 are largely offset by expansion elsewhere, and 
_ the demand for war products and for men for 
' the armed forces is at a level which leaves little 
' room for releases of labor or facilities to ex- 
' pand civilian production. Moves in that direc- 
' tion recently have been fewer than many ob- 
servers had expected. 


_ The most significant development of the 
' month has been the announcement that all 
_ deferments from selective service of essential 
_ industrial workers up to age 26 would be re- 
_ viewed, with the object of moving a great 
number of these younger men into combat 
' services. Inductions generally are being step- 
_ ped up. Also, the time of the year is here when 
"1a substantial number of workers move back 
_'from the factories to the farms, where they 
are badly needed. An increased tendency of 
' women factory workers to go back into the 
' homes is reported. Along with labor shortages 
' due to these causes, there are surpluses in 
_ areas where war contracts have been cut back 
' sharply, but the shift from one community 
_ and job to another is not easy. 

Difficulty in maintaining the labor force is 
_ restricting production and keeping down the 
' supply of civilian goods even in industries 
where Army and Navy requirements have de- 
i clined. The production of cotton goods has 
_ dropped some 15 per cent below the peak rate 
| a year or so ago, and evidence of the tight 
_ market is the inability of the Government to 
| buy all of 90 million yards of goods for lend- 
_ lease which it sought during the past month. 
Concern over the cotton goods supply has led 
to authorization of wage increases in some 
Southern mills, to help them hold their labor; 
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price ceilings have been raised on a few lines; 
and directives have been issued to provide 
goods and yarns where they are most needed. 
Production of woolens also is handicapped by 
labor shortages; although Army and Navy 
takings have dropped to 35 per cent of the 
output and larger civilian supplies are assured, 
Fall goods will be late getting to the market. 

Another industrial development worth re- 
marking is that steel and copper supplies, 
which were easier around the turn of the year, 
have tightened again. “Iron Age” recently de- 
scribed demand and production of steel for war 
as “frenzied”. A principal reason is the new 
program for shipping shells in steel containers, 
which it is said will require more steel than 
the automobile industry used in its peak year. 
Copper requirements have climbed again, fol- 
lowing the drop when small arms ammunition 
schedules were reduced, because of larger artil- 
lery shell orders and a switch from steel to 
copper in shell cases. 


Where Consumers’ Goods Programs Stand 


On the other side of the picture, W.P.B. is 
finding it possible to modify its limitation or- 
ders to a moderate extent, either to permit an 
increase in civilian production or to allow use 
of better materials to improve quality. Con- 
siderably more railway equipment and more 
farm equipment is being produced than a year 
ago. More civilian motor trucks will become 
available later, and in other respects the need 
to keep the productive machinery of the coun- 
try in shape, including the essential minimum 
of consumers’ durable goods, is being recog- 
nized. More abundant supplies of most metals, 
plus the labor freed in certain areas by war 
production cutbacks, make these programs 
possible. Even allocations of steel for consum- 
ers’ goods have been increased somewhat. 

In general, however, programs for increas- 
ing consumers’ goods production are limited 
in extent and are moving slowly, for fear of 
using labor which ought to be in war plants 
or of diverting bearings, motors and other com- 
ponents from war goods. The position of W.P.B. 
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is that the most critical period of the war is at 
hand, and that it would be indefensible to run 
any risk of interfering with war production. 
Moreover, Mr. Nelson, chairman of W.P.B., 
has made it plain that except for specified war 
industries the needs of the armed forces for 
men take precedence even over the need for 
production. He told representatives of the 
steel industry during the month that they must 
reconcile themselves to further manpower 
losses even if steel output is somewhat reduced. 


These considerations determine the indus- 
trial pattern for the next two or three months 
at least. At the same time studies of recon- 
version and preparation of programs are going 
forward, for all concerned recognize that war 
needs can be expected to diminish even before 
the war ends. The Truman report forecast that 
within a few months cancellations or cutbacks 
of existing contracts would exceed new con- 
tracts in volume. It says: “Increasing supplies 
of materials and a higher rate of cancellation 
of contracts make it evident that materials 
soon will have to be made available for further 
civilian production.” 

The Truman committee has access to records 
not generally available, and its analysis may 
be accepted as well-informed. If the coming 
offensives make satisfactory progress, the way 
will be opened to put into effect the civilian 
production programs now being prepared. At 
that time the present trickle of increased civil- 
ian goods allotments may become a good-sized 
stream. ‘ 


The Trade Situation 


Merchants are sensible of the possibilities 
that conditions in the merchandise markets 
may change during the year, and they are cau- 
tious in making commitments particularly for 
goods of inferior quality, which have to bear 
heavy markdowns when better goods be- 
come available. But they can count for the 
present on selling almost anything their sup- 
pliers can furnish, and the wholesale markets 
are still sellers’ markets. In general, stores have 
been able to get enough goods to hold sales at 
a record volume, and also to keep their shelves 
better filled, of one kind of goods or another, 
than most observers believed possible. Inven- 
tories of department stores at the end of Jan- 
uary were 1 per cent larger in dollar value 
than a year earlier, and those in New York City 
at the end of February were 12 per cent larger. 


Department store sales during the past 
month have been helped not only by the ap- 
proach of Easter but by anticipation of the 
increased excise taxes which took effect April 
1,.ahd it seems clear that the aggregate of 
Easter mercantile trade will be substantially 
above any other Easter on record. 


Reconversion Policies Evolving 





In this period when the business situation is 
showing relatively little change, but when the 
nature of the next major change, i.e., a shift 
back to civilian production, can be foreseen, 
business attention naturally is centered on re- 
conversion policy. In historical perspective the 
reconversion period will not be long but its 
importance will be ‘great, for in it a turn may 
be made either toward, or away from, the per- 
petuation and extension of detailed govern- 
ment controls over business. The decisions 
made will not only affect the volume of busi- 
ness activity and employment; they will also 
exert a lasting and profound influence upon the 
nature of our economic system in years to 
come. 

Truman Committee’s Views 

The policies which will govern reconversion 
are now evolving rapidly. Both the Baruch- 
Hancock report and the report of the Senate 
Committee on Post-War Planning, which were 
discussed in this Letter last month, took clear 
and positive positions in favor of the earliest 
possible end to government limitations, direc- 
tives and similar controls over enterprise. This 
view has been further supported by publication 
of the Truman report, which takes an equally 
strong stand on the same side of the argument. 

The Truman report insists that unemploy- 
ment developing now and in the near future, 
resulting from completion of war contracts, is 
curable only by permitting resumption of 
civilian production; it holds that the assump- 
tion that it will be cured by migration of labor 
to areas of manpower shortage is for various 
reasons incorrect. It is convinced, not that we 
can soon resume full-scale civilian production, 
but “that we can produce limited quantities of 
a few score of additional items classified as 
essential, and still have some surplus of ma- 
terials available for the production of a num- 
ber of the more simple articles.” It holds that 
manufacturers outside of manpower shortage 
areas who are unable to obtain more war con- 
tracts “should be permitted to manufacture 
civilian items of their own selection .. . as soon 
as materials are available.” 


As to the guidance of reconversion, the re- 
port rejects the idea that blueprints should be 
formulated “so as to regulate every step.” 
Admitting that the Government must make 
certain decisions, especially those involving a 
few essential but complicated items requiring 
scarce materials, it nevertheless holds that the 
job of the Government is “to devise rules of 
the road but not to tell the driver where he 
must travel.” It points out that detailed regu- 
lation would require thousands of decisions 
which would place an intolerable burden upon 
the agency that attempted to make them, and 
also upon the manufacturers who would have 
to present their case to the officials. It em- 
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phasizes that the private initiative which made 
possible the success of the war program must 
be encouraged to generate peacetime employ- 
ment, and that it can be exercised best if manu- 
facturers are free to use their ingenuity in find- 
ing means for the production of any items they 
may choose. 


Dealing with the subject of equitable treat- 
ment of competitors, it argues that to allow 
manufacturers to resume civilian production 
according to their own ability and ingenuity 
will produce, by and large, just as fair results 
as to have some government agency making 
the determination. It says that the argument 
that the first companies to resume civilian 
production will have an advantage over com- 
petitors is overdrawn, because at first it will 
not be possible to manufacture any but the 
simplest items and designs, probably requir- 
ing substitution or make-shifts. With some ex- 
ceptions, it rejects proposals for quota systems 
to govern the order of resuming civilian goods 
production. 


The position of the Committee is summed 
up in the following paragraphs: 


.... (1) We must not prevent the use of surplus 
commodities and thereby create unemployment, (2) 
we must not create a new series of unworkable in- 
dustrial controls that will retard seriously the con- 
version from war production in the initial and most 
difficult stages of that conversion, and (3) we must 
not establish a pattern of regimentation for peace- 
time production, however good our intentions may 
be, because such regimentation will have a tendency 
to become permanent. 

At all times the emphasis should be on increasing 
production of consumer goods and eliminating gov~ 
ernment restrictions. If the foundations are properly 
laid and the first rivulets of new production are 
allowed to follow their natural] course, industry 
should be able to aet quickly when the course of the 
war reaches a point where war orders will be inade- 
quate to oceupy the facilities of industry. If we un- 
naturally dam up and hold back production with 
controls that will be unworkable for mass opera- 
tions, the difficulties and delays that will be incurred 
before such controls are discarded will cause great 
injury to industry and hardship to workers. 


These are doctrines which can be echoed by 
every element of the population. It is hearten- 
ing that the third major study of the recon- 
version problem should so strongly confirm 
and supplement the conclusions of the other 
two. 

Reception of the Baruch Report 

In the six weeks since the Baruch-Hancock 
report was issued, it has been the subject of 
wide and varied comment, predominantly ap- 
proving. Attacks have been made on it, gen- 
erally from one of three quarters. The labor 
unions say it should provide for participation 
of labor representatives as advisors to the 
President and the Office of War Mobilization, 
in the office of the Reemployment and Re- 
training Administrator (General Hines), on 
the Surplus Property Board, and on the War 
Production Board in the administration of re- 
conversion problems. The National Farmers’ 


39 


Union is quoted as saying that the report 
offered the farmers nothing and the workers 
only an unemployment service. 

It would be more correct, however, to say 
that the principles laid down in the report offer 
both to labor and to farmers the greatest pos- 
sible benefit. For what labor needs is work 
and what farmers need is markets, and the 
whole purpose of the Baruch-Hancock recom- 
mendations is to keep people at work and so 
maintain their buying power. The situation is 
that artificial barriers to re-employment will 
exist unless some such recommendations for 
their speedy and effective abolition, — through 
elimination of restrictive regulations, fair and 
prompt settlement of terminated contracts, 
and removal of government property from 
plants, among others,—are followed. The 
Baruch report offers nothing to any special 
group or interest. It does offer to all groups 
the benefits that will come from getting the 
barriers, which threaten a “reconversion de- 
pression”, out of the way. 

A second criticism of the report comes from 
those who object to the sale of the govern- 
ment-owned war plants, but would have them 
operated by the Government. These critics 
either believe the peacetime economy should 
be run by the Government with the same em- 
phasis on production, irrespective of its pur- 
pose and with the same disregard of financial 
consequences, as in wartime; or they desire 
government competition with private industry 
on the argument that it supplies a “yardstick” 
for the regulation of private industry. Both 
these views, of course, are utterly incompatible 
with a healthy private enterprise system, and 
they are emphatically rejected by all three of 
the reports we have mentioned. Another view 
is that the plants should be sold only to pur- 
chasers who would give a guaranty to operate 
them at a stated level for a pre-determined 
time. This ignores the fact that such a qualifi- 
cation would almost surely eliminate all in- 
terest in buying the plants, for such guarantees 
are wholly impracticable. 

The third type of criticism has come from a 
few business men. These seem to believe that 
it is more important to give competitors equal 
treatment, or to guide reconversion by giving 
quotas to established producers, than it is to 
open the gates freely to enterprise. Or they 
think that government surpluses of goods 
should not be reduced as much or as early 
as the Baruch report suggests. People express 
these opinions who are sincere believers in the 
private enterprise system, but evidently they 
do not wholly understand the responsibilities 
which members of a private enterprise system 
must assume, for in essence they are asking 
for props, supports or umbrellas to protect 
their own position against newcomers, or to 
relieve them of competition. What they over- 
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look is that such concepts are deadening to 
progress. And never has growth and progress 
been so necessary as it will be in the post-war 
period, to bear the costs of this war. 


Detailed Regulation Opposed 

Evidence is overwhelming that the Ameri- 
can people do not want detailed government 
regulation of production, wages or prices as a 
permanent peacetime practice. They do not 
want as part of their normal way of life such 
arbitrary interferences with natural economic 
relations as, for example, the price distortions 
which in the past month have compelled corn 
refiners making essential starches, syrups, 
sugars, etc. to close down, while so much corn 
is fed to hogs that lard, a valuable food, has 
to be diverted into soap-making because there 
is more than can be eaten or stored. This is 
a striking example of the effects of price dis- 
tortions created by overhead regulation, and 
it is far from the only one. 

If it is the wish of the country to reject the 
use of this type of overhead control in normal 
times, it is clearly desirable that provision for 
its abolition should be embodied in reconver- 
sion policy. This does not imply, of course, 
that every type of government control should 
be dropped the moment the war ends. Neither 
the Baruch-Hancock report, the Senate com- 
mittee nor the Truman committee makes such 
a recommendation. What they do propose is 
the establishment of a principle and provision 
of adequate authority—what the Baruch report 
calls a “single, unforgetful mind”—to see that 
the principle is carried out. 

It should be made particularly plain that the 
foregoing should not be construed as opposing 
the extension of the Price Control Act which 
expires June 30. Congressional leaders enter- 
tain little doubt that both the Senate and the 
House will approve extension of the Act, prob- 
ably for one year. In view of the inflationary 
forces operating, it will be almost universally 
agreed that the time when the repeal of this 
Act can be considered is still some way off. 
Not only should the Act be renewed, but 
amendments for the purpose of excepting spe- 
cial interests from its provisions should be re- 
jected and only those considered which would 
protect against administrative abuse. 


Legislative Prospects 

Prospect for passage by the Senate of a bill 
embodying sound principles for reconversion, 
and supplying the necessary legislative basis 
for settling terminated contracts speedily and 
fairly, appear to be excellent. It is understood 
that a modified form of the George-Murray 
bill (S.1730), supported by Messrs. Baruch 
and Hancock, will be ready before this is read, 
and will have strong support in the Senate. 
The situation on the House side, however, is 
more uncertain, for the House also has a bill, 


introduced by Mr. May, Chairman of the Com- 
mittee on Military Affairs, which differs from 
the Senate proposal in vital respects. The 
House bill would make the Comptroller Gen- 
eral the completely dominating authority in 
contract settlements. It would give him the 
right to make audits before settling contracts, 
rather than confining his audit to cases of sus- 
picion of fraud and to ascertaining that pay- 
ments accord with settlements, which is the 
Senate provision. 

Advance payments prior to settlement are 
provided for in the House bill. Nevertheless, 
the provision for audit before settlement is 
the provision which the Baruch report declared 
would “legislate a depression” because of de- 
lay and lack of finality. 

The differences between the Senate and the 
House bills will delay legislation unfortunately. 
Whatever form the final act takes, it is to be 
hoped that it will provide above all for speed 
and finality of contract settlement. The theory 
that audit by the Comptroller General should 
precede settlement gives insufficient weight to 
two factors. One is the immensity of the 
physical difficulties. The other is the fact that 
the Baruch-Hancock report calls for settle- 
ment by teams of trained officers and not by 
an individual; this would seem to provide for 
the protection of the Government as well as 
if the task were carried out by employes of 
the Comptroller General’s office. 


Money and Banking 


Announcement by the Treasury of the $16 
billions goal of the Fifth War Loan drive, ex- 
pected in June, formally establishes the next 
major objective in the war financing program. 
From now on preparations for the drive will 
be a dominant consideration in the financial 
community. In lifting the amount asked for 
$2 billions above that of the Fourth drive and 
$1 billion above the Third, the Treasury has 
outlined a program that will call for more in- 
tensive effort than any of the previous cam- 
paigns. 

While the new goal is well below the $18.3 
billions actually raised in the Third Loan, it 
is within $1 billion of the total of non-banking 
subscriptions received in the Fourth. It will 
come, moreover, at a time when most of the 
cream of investible funds has already been 
skimmed off by previous drives. As experience 
in the last drive showed, many of the sources 
of large subscriptions —the institutional in- 
vestors, corporations, trust funds, and wealthy 
individuals — which were the mainstay of 
earlier drives have drawn heavily upon their 
accumulated cash and funds realized by liqui- 
dation of other securities. For this important 
class of buyers the purchases henceforward 
will be limited more nearly to investment of 
current income. 
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This means that future drives have got 
to plow deeper into the great mass of small 
individual savings. The War Loan drives have 
been increasingly effective in broadening the 
area of individual subscriptions, and the recent 
statement by Secretary Morgenthau that the 
main feature of the Fifth Loan will be the con- 
centration on sales of Series E bonds recog- 
nizes the need for still greater efforts in this 
direction. 

With four-fifths of the national income going 
to people earning less than $5,000 a year, as 
stated by Secretary Morgenthau some months 
ago, it is here that the inflationary potentials 
are most threatening. Though the amounts of 
possible saving and investment by such people 
may be small individually, the aggregate is 
large. To reach these millions of small savers 
is, however, a much tougher job than selling to 
the more limited number of “big fellows.” It 
is more of an educational process, involving 
more individual solicitation, and calling for 
more volunteer workers in the drives, more 
publicity and better organization all around. 

In achieving this task, the entire War Fi- 
nance organization will have the benefit of in- 
creasing experience from the state committees 
down through the individual sales “teams” and 
the expanding army of workers. At the same 
time, more and more people are becoming ac- 
customed to buying government securities and 
more aware of the need for each and every one 
doing his share in supporting the war financing. 


Expansion of Bank Credit 


The $16 billions total to be raised in the new 
drive, together with the large cash balance on 
hand, current revenue receipts, and proceeds 
of continuing purchases of savings bonds on 
payroll deductions, should carry the Treasury 
well into the latter part of this calendar year 
without additional open market financing. 


The prospect of the large borrowing oper- 
ation in June, and another toward the end of 
the year, raises the question as to how much 
of the Treasury’s continuing heavy deficit can 
be financed outside the banks and how much 
the banks will take directly or indirectly. Al- 
though the Government is no longer offering 
securities, other than bills, directly to the com- 
mercial banks, the latter have been large buy- 
ers of government obligations both during and 
between drives. In absorbing securities that 
have come onto the market from other in- 
vestors making portfolio readjustments in 
connection with new subscriptions, the banks 
have continued to play an important part in 
facilitating the distribution of government 
issues. 

In attempting to project the amounts of gov- 
ernment securities which the commercial bank- 
ing system might be called upon to absorb this 
year, the following table summarizing the 


changes in ownership during the past three 
calendar years affords a starting point: 


Ownership of U. S. Government Direct and 
Guaranteed Obligations 


(In Millions of Dollars) 


Outstanding Change During Years 
12-31-43 1941 1942 1943 


Total interest bearing debt... $168,700 +18,408 +47,823 +-57,100 
Less govt. agencies & tr. fds. 16,900 + 1.809 + 2,810 + 4,700 


Total in hands of public... 151,800 +11,599 +45,013 +-52,400 


Mutual savings banks... 6,100 + 480 + 860 + 1,500 
Insurance companies .... 14,700 + 1,100 + 8,000 + 3,700 
Other nonbanking holders... 58,900 + 5,800 +17,800 +22,600 

Total nonbanking holders. 79,700 + 7,880 +21,660 +27,800 
Federal reserve banks 11,548 + 170 + 8,935 + 5,400 
Commercial banks 60,600 + 4,030 +19,550 +19,200 


Total banking holders —.... 72,100 + 4,100 +28,485 +24,600 


This table, based on figures computed by the 
Federal Reserve Board, shows the progress 
made in increasing the nonbanking subscrip- 
tions, which rose from approximately $7 bil- 
lions in 1941 to $22 billons in 1942 and $28 bil- 
lions in 1943. Net purchases by the commercial 
banks and Federal Reserve Banks increased 
from $4 billions in 1941 to $23% billions in 1942, 
but by only about $1 billion more in 1943 despite 
the larger increase in total debt, indicating a 
smaller proportion of the deficit being financed 
by the commercial banking system. 


Turning to 1944, it will be found that on the 
basis of budget estimates submitted last Jan- 
uary, total expenditures for the fiscal years 1944 
and 1945 average about $97 billions, with total 
receipts $41 billions, leaving a budget deficit 
of $56 billions and a total deficit, including net 
expenditures of government agencies handled 
outside the budget, of $58 billions to be covered 
by borrowing during the calendar year. This 
assumes no change in the Treasury’s working 
balance which on December 31, 1943 amounted 
to $11.5 billions. 

However, current trends of Treasury re- 
ceipts and expenditures suggest that the 
amount to be raised through borrowing this 
calendar year may be substantially less than the 
budget forecast. The heavy tax receipts in 
March indicate total net receipts (excluding 
social security) in the first quarter in the neigh- 
borhood of $11.6 billions, representing an an- 
nual rate of $46.4 billions. While the March 
quarter had the benefit of the 12% per cent 
unforgiven payments on individual income 
taxes, which will not recur this year, the re- 
maining three quarters will have, beginning 
April 15, the income tax payments (above 
withholdings) from individuals on 1944 esti- 
mated income, and also the increased rates on 
excise taxes effective April 1. 

Government expenditures, which have risen 
somewhat recently, due to a stepping up of 
war outlays, total for the past three months 
about $24.1 billions, representing an annual 
rate of $96.4 billions. Thus should the first 
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quarter level of both receipts and expenditures 
be maintained through the year, the budget 
deficit would be lowered to $50 billions, and 
the total deficit including agencies to $52 bil- 
lions. or $6 billions under the average of the 
officially estimated figures. It is also possible, 
of course, that war expenditures may decline 
somewhat later in the year. 


Of $52 billions cash requirements, some $5 
billions would be covered by government trust 
funds. If nonbanking subscribers should take 
the same amount of new government obliga- 
tions as last year, or $28 billions, the amount 
the commercial banking system would have to 
take would be reduced from $25 billions to 
around $19 billions. The goal is to reduce this 
still further, by economy in expenditures and 
by selling more bonds to nonbanking holders, 
to be paid for out of current income. 


Effects on Commercial Bank Reserves 


Such an expansion of credit would, of course, 
affect the reserve position, both of the com- 
mercial banks and of the Federal Reserve 
Banks. Assuming for the sake of round num- 
bers that net purchases of government securi- 
ties by the commercial banks plus Federal Re- 
serve in calendar 1944 amount to $20 billions, 
this would, other things being equal, create $20 
billions of additional bank deposits. At current 
average legal ratios for the member banks, the 
reserve requirements of the commercial banks 
would be raised by approximately $3.2 billions. 

Actually, the increase in deposits would be 
cut down by the extent to which deposits are 
converted into currency for domestic use, or 
into gold for export or earmarking for foreign 
account. The increase in currency is still run- 
ning at the rate of almost $5 billions a year, 
with gold exports and earmarkings at the rate 
of $1 billion a year. Should these trends con- 
tinue, the total bank deposit increase in 1944 
might instead of $20 billions be but $14 billions, 
requiring $2.2 billions additional reserve. Add- 
ing to this the reserves needed to make good 
the losses due to currency and gold movements 
would make the total of additional reserve re- 
quired $8.2 billions. 

Assuming that it will be considered desirable 
to maintain a working margin of excess re- 
serves around the $1 billion average of the 
past several months, this $8.2 billions of addi- 
tional reserves could be provided by the Re- 
serve Banks in any one, or combination of, 
three ways: (1) Federal Reserve purchases of 
government securities in the open market ; (2) 
member bank borrowing from the Federal Re- 
serve Banks; and (3) reduction by the Federal 
Reserve Board of member bank legal reserve 
requirements. 

The ways (1) and (2) would increase re- 
serves, as is self-evident, dollar for dollar. As 
to (3), the lowering of reserve requirements to 
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the minimum required by law—for net demand 
deposits, from 20 to 13 per cent for central 
reserve cities, 20 to 10 for reserve cities and 
14 to 7 for country banks, and for all time de- 
posits from 6 to 3 per cent— would release 
around $5% billions of reserves at the current 
level of deposits. 


Effects on Reserve Banks 


Federal Reserve Banks are affected by the 
expansion of credit because of the require- 
ments for reserves, consisting chiefly of gold 
certificates, against the Federal Reserve notes 
in circulation and against their member bank 
and other deposits. During the years when 
gold was flowing into the country in huge 
quantities, the Federal Reserve ratio of re- 
serves to combined note and deposit liabilities 
rose to very high levels, reaching a peak above 
90 per cent in 1941. 

Since that time, with the cessation of gold 
imports and subsequent shift to a net outward 
movement, along with the great expansion of 
Federal Reserve notes in circulation, the ratio 
has been declining to 61 per cent at the present 
time. This decline, coupled with the prospect 
of further expansion of currency and loss of 
gold this year, together with increase in the 
member bank reserve deposits held in the Re- 
serve Banks, has aroused discussion. It has 
been pointed out that if the decline continues 
for another year or so at the rate of the past 
year, the reserve ratio would approach the 
legal limits which are 40 per cent against nates 
and 35 per cent against deposits. 

As a counteracting influence, the possibility 
of taking action on member bank reserve re- 
quirements has already been mentioned, which 
would check the expansion of the Reserve 
Banks’ deposit liabilities. Also there is a pos- 
sibility that the currency rise may ease off 
considering that the peak of employment and 
production has evidently been reached. 

In addition, there are several other devices 
that might be adopted to check the fall in the 
“Federal Reserve ratio”, such as use of the 
Stabilization Fund, or issuance of Federal Re- 
serve Bank notes or of silver certificates in 
lieu of Federal Reserve notes. However, there 
seems no reason why unusual expedients 
should be resorted to in order to prevent the 
Federal Reserve ratio from reflecting wartime 
requirements for credit and currency. We have, 
after all, to face the fact that the war is mak- 
ing great demands on our credit structure, 
and it is not to be expected that the prewar 
reserve ratios can be maintained. Actually 
there is good reason for thankfulness that our 
reserve position is so well prepared to meet 
the demands upon it. Concern over technical 
limitations of the Federal Reserve ratio is un- 
warranted because even in the event that the 
ratio drops below the legal minimum there is 
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authority in the law for suspending the mini- 
mum ; and over and beyond that, after war de- 
mands for credit subside, we have good reason 
to look for amelioration of the situation in 
two ways. One is by a return of currency to 
the banks in the postwar period. The other is 
by a reversal of the gold movement as soon as 
foreign countries having gold at their com- 
mand are again able to exchange their gold 
for our goods. 

When all is said and done, the reserve posi- 
tion of the United States is stronger than that 
of any other country in the world. It is in- 
conceivable that any lack of banking reserves 
should interfere with the financing of the war 
or the financing of the reconversion to peace. 


Latin American Gold and Dollar Balances 





The upward trend in gold and foreign ex- 
change assets of foreign countries is command- 
ing growing interest here, since it furnishes 
one of the few clues to the volume of transfer- 
able purchasing power now being accumulated 
abroad, and also to the prospective flow of in- 
ternational trade after the war. As additional 
information becames available, it is apparent 
that these holdings are larger than earlier 
data indicated. 

This is particularly true of the countries of 
Central and South America. It appears from 
the latest disclosed information, consisting 
principally of central bank and other official 
reports, that by the end of 1943 the gold and 
foreign exchange reserves of 16 Latin Ameri- 
can countries had been built up to almost $2,700 
millions, representing an increase of some 
$1,125 millions from the year before. The 
table showing details by countries is given 
below. 


The figures presented in the table, however, 
are far from final or complete. Because of 
varying exchange rates at which gold and 
foreign assets are being acquired or carried in 
some countries, it is not always clear what is 
the most representative rate at which the con- 
version into dollars should be made. In other 
cases, governments, commercial banks and 
also individuals maintain abroad sizeable 
funds which do not appear in any regular re- 
ports. Dollar notes circulating together with 
local currencies in various Caribbean and Cen- 
tral American countries likewise constitute a 
potential foreign exchange asset. All told, it 
is probably much nearer the truth that by the 
end of last year, gold, foreign exchange bal- 
ances, and dollar notes in Latin American 
countries aggregated at least $3,000 millions, 
rather than $2,700 millions. 

As will be seen from the accompanying 
table, the largest gold and foreign exchange 
reserve, approaching $1,100 millions, belongs 
to Argentina. Because of the existence of spe- 
cial exchange accounts and lack of informa- 
tion as to the rate at which current gold and 
foreign exchange acquisitions are being con- 
verted into pesos, the exact figure of Argen- 
tina’s gold and foreign assets will not be 
known until the Banco Central’s annual re- 
port for 1943 is available. 

The second largest reserve in Latin America 
is held by Brazil; it more than doubled during 
the past year and exceeded $500 millions by 
the end of the year. At present the Brazilian 
Mission of External Debt is working in New 
York on plans for carrying out the debt ad- 
justment reached with the Foreign Boldholders 
Protective Council. 





Latin America: Gold, Foreign Exchange Reserves and Trade Balances 
(In Millions of Doilars) 
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Gold and Foreign Exchange Reserves(a) Net Trade Balances 
Inerease in 1943(b) 
End of End of End of End of during Total U.S. 
1939 1941 1942 1943 (e) 1943 (e) Trade(c) Trade(d) 
Argentina 592 568 721 1,088 + 367 + 407 +120(f) 
Brazil 67 104 238 525 + 295 + 150 + 72 
Mexico 34 53 72 250 + 178 + 41 + 15 
Cuba 22 40 127 226 + 99 + 165 +157 
Uruguay 75 111 95 146 + 61 + 45 + 34 
Colombia 26 22 62 114 + 52 60 + 53 
VORMEERIONR:  acecicsesecccicccocnscoscsctesosccsven sedecese 52 52 76 101 + 25 (g) —1 
Chile 36 41 56 85 + 29 + 67 +103 
Peru 19 22 31 35 + 4 + 2 + 4 
Bolivia 5 16 21 22 + y | (g) + 11 
Salvador 8 9 21 + 7 14 + 8 
Guatemala 9 13 20(h) 20(h) (h) (g) + 6 
Ecuador ........ 3 8 14 -. | ~ i eg 
Costa Rica ........... 2 3 11 16 + 5 os 2 — 2 
Diomnimitrats Peps) | ecescciicsessicsccsseicoocsicccs (g) 6 9 13 ~ 4 + 14 <a * 
Haiti 3 5 5 8 + 3 _ — 1 
Total above 953 1,073 1,572 2,689 +1,125 + 965 +569 





Total Latin AMETiICA ......ccceeeesseseeees 


+1,150(e) +524 





(a) Based on disclosed data and converted to U. S. dollars at varying rates. (b) Plus indicates an excess of 
exports, and minus an excess of imports; includes merchandise, gold and silver. (c) Based on foreign trade 


statistics of Latin America countries; partly estimated. 


(d) Based on foreign trade statistics of United States. 


(e) Partly estimated. (f) Excludes gold movement. (g) Not available. (h) Last report from the middle of 1942. 
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The most striking rise in 1943 took place in 
the gold and foreign exchange assets of 
Mexico, which now ranks third. The most im- 
portant factor bringing about this rise was the 
inflow of capital, though large surpluses in 
trade and service accounts have also con- 
tributed. Of Cuba’s rapidly growing foreign 
assets, practically all but $45 millions in gold 
in New York represented dollar notes held in 
the Cuban Treasury and commercial banks or 
circulating on the island. 


The Pound Sterling Balances 


This $3,000 millions in gold and foreign ex- 
change held by the countries of Central and 
South America represents accumulated pur- 
chasing power, which may be used to satisfy 
the hunger for goods. It cannot be assumed 
of course, that all of it will be so used, especially 
if trade and exchange controls are continued 
after the war. It is quite likely that Latin 
American countries will maintain in the future 
larger gold and exchange reserves in order to 
be better prepared to stabilize the internation- 
al value of their currencies. Moreover, a part 
of Latin American foreign exchange reserves is 
in blocked currencies and therefore their use 
is likely to be restricted. 

In Brazil, for example, more than one-half 
of the foreign exchange reserve, or about $150 
millions, at the end of 1943 is said to have been 
in blocked currencies, chiefly pound sterling. 
Argentina, which had an export surplus with 
the British Empire countries of about $180 
millions in 1943, has possibly the equivalent of 
up to $200 millions in blocked pounds despite 
considerable repatriation of sterling securities 
last Fall. Smaller sterling balances are also 
held by Uruguay, Chile, Mexico and Peru. 


Present Trends in Latin American Trade 


In addition to the purchasing power repre- 
sented by the accumulation of gold and foreign 
exchange assets, the Latin American countries 
will have, of course, available purchasing 
power arising from current exports or services 
performed. In 1943, as a result of higher prices 
and heavy shipments of strategic materials, 
the exports of 14 countries which continue to 
report trade figures aggregated about $2,250 
millions, as compared with $1,810 millions in 
1942 and $1,530 millions in 1939. The 1943 
exports were the largest since 1929. 

The export surplus of the same group of 
countries was about $920 millions. In addition, 
Venezuela, which does not release current 
trade figures, is estimated to have received 
about $100 millions as proceeds from its ex- 
ports. The overall export surplus of entire 
Latin America was probably around $1,150 
millions, roughly corresponding to the increase 
in gold and foreign exchange assets. 


Though the figures are not strictly compar- 
able, it would appear from the recently re- 
leased figures of the U. S. Department of Com- 
merce, reproduced in the accompanying table, 
that about one-half of the Latin American ex- 
port surplus was obtained in trade with the 
United States. The other half represents sur- 
pluses in the trade with Great Britain, South 
Africa, Spain and Sweden, as well as in inter- 
Latin American trade. 


Future Prospects 


Whether the Latin American countries will 
accumulate another billion or so in gold and 
foreign exchange in 1944 will depend to a 
large extent upon the shipping situation and 
the future trend of war requirements, especially 
insofar as they involve raw materials. During 
the latter half of 1943, as the exports of 
strategic raw materials reached the peak and as 
the Latin American countries, as a whole, were 
able to get more goods from outside, there 
was a tendency for the export surpluses to 
decline somewhat. This was particularly true 
of Brazil, Peru, Uruguay and also of Mexico, 
where the stoppage of silver exports helped to 
keep down the accumulating surpluses in the 
balance of payments. 

However, for a number of other Latin 
American countries the improvement of ship- 
ping has worked the other way. It has per- 
mitted the exportation of bulkier consumption 
goods, such as-coffee, sugar and cocoa. This 
has brought about larger exports for Cuba 
and nearby Caribbean and Central American 
countries. In the case of Cuba the 1943 ex- 
ports are estimated to have reached $340 mil- 
lions as compared with $182 in 1942. 

In the last three months the shipping situa- 
tion once more has shown signs of getting 
tighter, particularly on some South American 
runs. To what extent the latest trends in the 
Latin American trade will be affected by this 
development is now difficult to foresee. 


Corporate Earnings in 1942-43 


Annual reports for 1943 now available from 
2,625 leading American corporations reflect a 
further large rise in the country’s already 
huge volume of business, yet the margin of 
profit on this volume declined, so that net earn- 
ings were only slightly above 1942. With a 
large share of increases in gross earnings taken 
by taxes, and higher operating costs, the 
combined net income of the group after taxes 
and other charges increased but 4 per cent. 
Since the 1943 income statements of many 
concerns are subject to the renegotiation of 
government contracts, refunds may further 
reduce the net earnings finally realized unless 
adequate reserves have been set up against 
such adjustments. 
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The following summary tabulation includes 
additional reports in the manufacturing in- 
dustries published since our preliminary sum- 
mary last month, as well as results in mining, 
trade, transportation, public utilities, service, 
and finance not included in last month’s 
table. 

Aggregate capital and surplus of all com- 
panies in the tabulation amounted to approxi- 
mately $56,178 millions in 1942 and $57,692 
millions in 1943, representing around 40 per 
cent of the grand total for all active corpora- 
tions in the United States. Combined net in- 
come of the companies tabulated rose from 
$4,776 millions in 1942 to $4,966 millions in 
1943, while the average rate of return on net 
worth rose slightly, from 8.5 per cent to 8.6 
per cent. 


The changes in earnings by major divisions 
last year were as follows: 


Summary of Net Income After Taxes of Leading 
Corporations in 1942 and 1943 
(In Millions of Dollars) 





No. of NetIncome % Chg. % Return 
Cos. Division 1942 1943 1942-43 1942 1943 
1,821 Manufacturing ......... $2,388 $2,496 + 4 9.9 9.9 
113 Mining, quarrying .. 91* 86* — 6 7.4 6.9 
Be ND: incadscsananancsiensel ’ 226 2385 + 4 9.9 10.1 
241 Transportation ...... 964 941 —2 8.2 17.7 
222 Public utilities ...... = 591 617 + 4 6.2 6.5 
88 Service & constvr..... 68 74 +10 11.1 11.7 
497 FIMANCE  cccccccccccccccesee a 448 517 +15 6.9 7.9 


2,625 Total  ......000 eecceeccesseee $4,776 $4,966 + 4 85 8.6 


* Before certain charges. 


Our detailed summary by industrial groups 
is given on the next page. 

In the manufacturing industries, reports of 
1,321 companies now issued for the year 1943 
show an increase of 4 per cent over 1942 in 
combined net income after taxes. The number 
of companies experiencing decreases, however, 
slightly exceeded the number having increases. 

There was a decline of profit margins in most 
cases for the 920 manufacturing companies re- 
porting sales figures. Such saies aggregated 
$53,239 millions in 1943, while the correspond- 
ing net income after taxes was $1,927 millions, 
equal to 3.6 cents per dollar of sales, as shown 
in the next table. This compares with average 
margins, shown by similar tabulations, of 4.3 
cents in 1942, 6.5 cents in 1941 and 7.5 cents in 
1940. The net income from which these rates 
are computed includes income from invest- 
ments and other sources as well as from sales. 


The increase of approximately 28 per cent 
in volume of sales by these corporations last 
year would under ordinary conditions have re- 
sulted in lower unit costs and a sharp increase 
in net income after charges. The paradox since 
1940 of rapidly expanding sales and continually 
narrowing profit margins reflects the steadily 
advancing costs for labor and materials, higher 
taxes, and heavier charges to the various re- 
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Percentage of Net Income after Taxes to Sales of 
Leading Corporations in 1942 and 1943 








(In Thousands of Dollars) % Net Inc. 

No. of Sales Net Inc.* to Sales 
Cos. Manufacturing 1943 1943 1943 1942 

Ss the ia Cee $24,006 386 4.1 

11 Dairy products 1,407,621 80,848 2.3 

13 Meat packing 4,509,907 48,543 1.2 

55 Food prod.—misc. ... 1,718,696 78,125 x 6.0 
43 Beverages ......—. 1,058,331 46,578 ¥ 5. 

15 Tobacco products ... 1,713,595 77,609 . 

86 Cotton goods 736,333 23,804 

42 Textile prod—other. 1,079,034 46,421 

22 Leather & Shoes ..... 586,003 20,426 


17 Rubber products 
19 Wood products 
52 Paper products 


2,282,509 69,079 
01,192 10,006 
759,433 87,962 











88 Chemical products .... 1,252,172 17,877 t 
20 Drugs, soap, etc. 941,072 69,559 
11 Paint and varnish — 887,632 11,992 
27 Petroleum products ... 2,985,783 201,865 


42 Stone, clay and glass... 879,433 44,466 
89 Iron and steel 6,559,086 186,304 
8 Agricul. implements. 1,039,838 46,636 
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28 Building equipment — 790,256 80,912 

80 Electrical equip. ... 8,672,719 111,226 

76 Machinery .... 1,728,151 67,735 7 
17 Nonferrous metals 905,049 81,029 1 
94 Metal prod.—other .. 2,234,441 97,828 

18 Automobiles... 6,182,350 199,155 

42 Auto equipment ..im 1,540,014 47,530 

14 Railway equipment — 816,820 25,250 

24 Aircraft and parts ..... 3,248,972 59,860 K 
51 Mise. mfg. ——— 1,268,472 59,780 

920 Total mfg. 58,238,822 1,926,906 3.6 4.38 

Trade 

10 Chains—food .. 1,529,454 14,799 1.0 1.0 
89 Chains—other 2,380,018 86,696 2.6 38.8 
82 Department stores .... 1,389,714 41,029 38.0 8.2 
6 Mail order ——<— 1,531,592 58,6384 8.5 8.4 
25 Misc. & wholesale 949,225 22,821 2:4 2.8 

112 Total trade —....._ 7,780,003 218,979 2. 2.8 





e| 


1,082 Total mfg. & trade... $61,018,825 $2,145,885 8.5 


*Net income, after taxes, includes incomes from investments 
and other sources as well as from sales. tRevised. 











serve accounts. During most of this period, 
the selling prices of finished goods have been 
fixed by OPA ceilings, and prices on goods 
produced for government orders have been 
lowered through contract renegotiation. 

In the five merchandising groups shown, the 
sales last year of 112 companies aggregated 
$7,780 millions, while net income after taxes 
amounted to $219 millions—equal to 2.8 cents 
per dollar of sales, the same as in 1942 and com- 
paring with 3.5 cents in 1941 and 3.9 cents 
in 1940. 

As heretofore, the narrowest margin was in 
the food chains group, which showed an 


average of but-one cent per dollar of sales in 
1942 and 1943. 


Earnings of All Corporations 


The following chart shows the longer-term 
trend of return on net worth for leading corpo- 
rations as a group, together with the rate for 
all active corporations in the United States, 
numbering about 469,000. The data for all cor- 
porations are summarized in the accompanying 
table, as compiled from the Treasury Depart- 
ment “Statistics of Income,” with figures for 
1940 and 1941 preliminary and those for 1942 
and 1943 estimated. The rate of return in 1943 
was less than in 1941 and in this war period 
with all its huge volume of output the rate of 
profit has not equalled that of 1928 and 1929, 
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NET INCOME OF LEADING CORPORATIONS FOR THE YEARS 1942 AND 1943 


Net Income is Shown after Depreciation, Intersst, Taxes, and Other Charges and Reserves, but 
before Dividends.—Net Worth Includes Book Value ef Outstanding Preferred and Common Stock 
and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Net Worth 
Net Income After Taxes Cent January 1 
1942 1943 


Industrial Groups Changet 1942 1943 





Baking $25,601 $26,486 
Dairy products 29,902 81,386 
Meat packing 50,808 49,166 
Sugar 30,883 20,628 
Other food products 86,012 92,300 
Soft drinks 88,963 A 

Brewing 14,064 14,856 
Distilling 28,787 $4,186 
Tobacco products 81,183 79,660 
Cotton goods 27,211 
Silk and rayon » 18,436 
Woolen goods 
Knitted goods 68,360 
Other textile products 294,066 
Clothing and apparel 18,918 14,697 % 119,917 126,368 
Leather tanning 4,502 4,284 41,048 41,730 
Shoes, etc. 18,506 17,692 188,647 193,410 


Rubber products 52,302 70,453 510,015 535,858 


Lumber ....... 11,696 9,161 102,642 108,775 
Furniture, wood products 5,165 4,207 78,542 80,454 
Paper products 58,097 53,710 A 735,072 748,462 
Printing and publishing 8,681 14,081 118,942 121,338 
Chemical products 190,856 195,827 1,829,919 1,889,779 
Drugs, soap, etc. 66,082 78,496 5 414,297 421,781 
Paint and varnish 17,976 17,046 253,959 254,502 
Petroleum products 248,199 289,623 m 8,553,427 8,650,662 


Cement, gypsum, etc, 20,532 14,036 276.411 282,527 
Other stone, clay and glass 49,886 52,246 518,875 533,638 


Iron and steel 217,546 198,787 3,474,660 8,553,290 
Agricultural implements —... of 49,406 
Building equipment A 36,160 
Electrical equipment ; 128,130 
Hardware and tools 
Household equipment 
Machinery 
Office equipment 
Nonferrous metals 
Other metal products 
Automobiles 
Auto equipment 
Railway equipment 
Aircraft and parts 
Shipbuilding 
Mise. manufacturing 
Total manufacturing 2,495,588 


Coal mining 23,063* 
Metal mining 26.520* 
Oil and gas . 24,381* 
Other mining, quarrying " 11,808* 
Total mining, quarrying 91,179* 85,772* 


Chain stores—food 17,317 17,690 
Chain stores—other 86,980 87,802 
Department stores 41,922 47,027 
Mail order 54,059 53.634 
Mise. and wholesale 25,558 28,785 $02,904 
Total trade 225,781 234,938 2,287,498 2,334,197 


Class I railroads (a) 903,778 873,988 10,808 ,246 11,256,510 
Traction and bus . 26,070 F 437.525 452,729 
Shipping , 6,918 6 85,356 106,011 
Air transport 11,159 A 44,121 54,814 
Misc. transportation 22,733 ' 872,911 868.918 
Total transportation 964,227 940,868 11,751,159 12,238,982 
Electric power, gas, etc. (a) 411,458 421,296 2. 6,736,968 6,613,030 
Telephone and telegraph (a) 179,735 195,539 \e 2,858,987 2,860,899 
Total public utilities 591,188 616,835 . 9,595,955 9,473,429 
Amusement: 45,594 

Restaurant and hotel 8,472 

Other business services pi 12,777 

Construction £ 7,606 : 

Total service and construction . 67,863 74,449 633,938 
Commercial banks 222,229 271,873 2,988,289 8,050,933 
Fire and casualty insurance 89,056 110,989 1,109,977 1,126,376 
Investment companies 80,110 92,724 1,707,795 1,737,268 
Sales finance companies 56,611 39,910 . 515,565 512,903 
Real estate companies 55 1,942 156,984 152,112 
Total finance 448,061 517,438 ¥ 6,478,610 6,579,592 
Grand total $4,776,822" $4,965,888 $56,177,582 $57,692,277 


3. $272,627 $266,287 
297,083 814,865 
623,691 

311,518 832,594 
837,196 860,385 
161,135 176,148 
104,456 110,586 
225,125 230,916 
775,695 816,161 
807,291 822,506 
241,504 246,976 
95,469 
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1,081,629 

464,464 486,901 
1,506,919 1,602,822 
281,553 306,485 
330,573 $45,652 
205,542 270,997 
28,969 34,194 
328,584 374,459 
24224,571 25,187,224 
538,977 551,661 
372,993 371,460 
223,464 225,774 
95,578 96,025 
1,231,007 1,244,920 
211,408 

767,414 

497,650 

554,821 
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+ Increases or decreases of more than 100 per cent not computed. *Before certain charges. (a) In this group, due to the large propor- 
tion of capital — in the form of funded debt, the rate of return on total property investment would be lower than that shown 
on net worth only. 
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Annual Rate of Return on Net Worth 
of All Active Corporations and of 
Leading Corporations 


Averege rates for leading corporations, from National City 
Bank annual tabulations of published shareholder’s reports, were: 





1928...........10.0 1982.._.0.2 1936........7 4 1940.74 
1929_.....10.8 1933......2.1 1987........7.2 1941__9.2 
1930... 5.7 1934.........3.6 1938. 3.8 1942 8.7 
1931... 2.4 1935...5.1 1939.......6.2 1948...........8.6 


Data for all corporations appear in the table following. 


Although the promptly published reports of 
the larger companies afford a useful guide, the 
all-inclusive Treasury statistics prepared from 
tax returns provide the only complete record 
of corporation earnings performance, includ- 
ing large and small concerns, those which issue 
no public reports, and numerous corporations 
in a state of receivership, reorganization or 
liquidation. 

It should be kept in mind,. however, that the 
official figures give “net income” as based upon 
the statutory definition for tax purposes and 
before charges for the various general, con- 
tingency and post-war reserves, which most 
companies set up in their published statements 
as necessary precautions against post-war un- 
certainties, but which are not allowable deduc- 
tions in computing taxes. Were these reserves 
allowed for, the net income shown, particularly 
in the estimated figures for the years 1942 and 
1943, would be substantially lower. 


All Active Corporations in the U. S. 


(In Millions of Dollars) 
Net Netto Net Net 
Income Gross Net Income Rateof Divi- 
Gross After Income Worth After Return dends 
Year Income(a)  Tax-a % Jan. | Tax-b % Paid-a 


1928 $151,388 $7,566 5.0 $132,403 $9,483 7.2 $5,157 
1929 158,565 8,084 5.1 142,887 10,677 7.5 5,927 
1930 134,017 1,366 1.0 160, 369 8,937 2.5 5,631 
1931 106,088 —8,145 —8.0 161,282 —1,176 —0.7 4,182 
1932 80,378 —5,375 —6.7 143,368 —4,115 —2.9 2,626 
1933 83,208 —2,879 —2.9 133,569 —1,353 —1.0 2,101 
1934 99,278 162 0.2 127,578 2,379 1.9 2,672 
1935 111,636 1,674 1.6 141,585 4,688 3.3 2,927 
1936 130,046 8,903: 8.0 138,931 6,580 4.7 4,702 
1937 139,761 8,872 2.8 133,468 6,554 4.9 4,832 
1938 118,663 1,480 1.2 141,633 8,271 2.8 8,222 
1939 130,972 4,040 8.1 187,437 5,946 4.8 8,841 
1940-p 146,216 4,655 38.2 186,864 6,676 4.9 4,068 
1941-p 188,195 7,270 8.9 138,387 9,507 6.9 4,464 
1942-e 225,000% 8,100 38.6 142,591 9,650 6.8 4,100 
1943-e  250,000% 8,550 3.4 146,500* 10,050 6.9 000 


Source: Compiled from Treasury Department annual “‘Statis- 
tics of Income.” (a) Excludes intercorporate dividends. (b) In- 
cludes intercorporate dividends. (e) Estimate by Treasury De- 

reliminary. — Deficit. * Unofficial rough 


Notwithstanding the tremendous expansion 
in gross corporate receipts, the proportion of 
gross carried over into net has, as the table 
shows, increased very little during the wat 
period. Compared with the ratios realized in 
such active prewar periods as 1928 and 1929, 
the current figures show, in fact, a marked 
decline that is all the more striking because 
of the huge increase in volume. The answer, 
of course, is higher operating costs and taxes. 

With the large expansion in gross receipts, 
the rate of return on net worth has risen com- 
pared with prewar years, though remaining 
practically unchanged since 1941. The steadi- 
ness of this ratio in the past two years is sig- 
nificant in view of the Treasury compilations 
counting as net income the various contingency 
reserves for postwar purposes which have 
reached important proportions during the 
period and which have been criticized in certain 
quarters as devices to cover up excessive 
profits. 

Certainly, it is true, as the table clearly 
shows, that for corporate business as a whole 
the war has brought no bonanza of additional 
cash into the pockets of shareholders. While 
dividends increased as business expanded in 
1940 and 1941, they dropped back again in 1942 
and 1943 under pressure of rising taxes and 
need for conserving cash in order to handle the 
greatly increased volume of business. What 
has been happening has been a steady plough- 
ing back of earnings for the purpose of (1) 
financing the greatly expanded volume of in- 
ventories and receivables, (2) retiring debt and 
strengthening capital structure, and (3) estab- 
lishing reserves for writing down values of 
slow or questionable assets, for post-war rear- 
rangement of plant and equipment, for operat- 
ing losses during the conversion period, for 
separation pay to employes, and for other pur- 
poses and contingencies. 

Due to this policy of retaining earnings, the 
aggregate net worth of all corporations shows 
a further recovery from the low levels to which 
it had been cut during the depression. While 
considerable progress has been made towards 
its rebuilding through retained earnings and 
new security issues, the total of corporate capi- 
tal has not yet recovered from the ravages of 
the depression. On January 1, 1943, it was still 
substantially below the peak reached twelve 
years earlier, despite the growth in the mean- 
time in population and in volume of business. 

If business after the war is to finance the 
high level of production and employment 
that is wanted, a still further building up of its 
capital resources will be required. This should 
be, to a predominant extent, in equity rather 
than borrowed capital, which means that earn- 
ings must be adequate to permit putting back 
substantial sums into the business and to at- 
tract subscriptions for new stock issues. 


THE NATIONAL CITY BANK OF NEW YORK 

















THE NATIONAL CITY BANK OF NEW YORK 


Head Office: 55 Wall Street, New York 
Condensed Statement of Condition as of March 31, 1944 


Including Domestic and Foreign Branches 


ASSETS 

CasH anv Due From BANKS AND BANKERS . $ 856,665,059.21 
Untrep States GovERNMENT OBLIGATIONS (Direcror Fuuty Guanawreep) 2,298, "397, 598.02 
Os.ications or Orner FeperaL AGENCIBs . . . ... . 37,736, 208. 10 
Strate anp Municipat Securities Jan 140, "626, 275.46 
Oruer Securities. . —t ‘ 60, 789, 719.60 
Loans, Discounts, AND BANKERS’ ACCEPTANCES| ‘ eile 712, 556, 274.83 
Reat Estate Loans anp SECURITIES Re ae ae ‘ 4 707,792.85 
Customers’ LiaBitiry FoR ACCEPTANCES . . . . . 4,878,327.80 
Stock 1n Feperat Reserve Bank ee a 5,625,000.00 
OwnersuiP oF INTERNATIONAL BANKING CorPoRATION BRA? FE ne 7,000,000.00 
Bank Premises . “ ‘ 36,293,763.70 
Irems In Transit with BRaNcHEs 1,919,054.16 
Oruer Assets igh kita Ret tae sas 1,681 ,413.17 

NE a sa) Wk es te) Ae tele Tmo? atte 

LIABILITIES 

Deposits . 


(Inc.upes U. s. War Loan Deposit $587.9 988 ,028. 31) 
LiaBILITy ON ACCEPTANCES AND BILLS . . he 
Less: Own AcCEPTANCES IN PorTFOLIO . . . . 
RESERVES FOR: 
Unearnep Discount anD OrHer UNEARNED INCOME . . .. « 
InTEREST, Taxes, OrHER AccRUED ExpENSES, ETC. . « « « « « 
Divipenp . be SS ROS eS OS 
Cara. « 2 2) s 
Surp.us 110,000,000.00 
Unpivipep Prortrs. . 25, 567, 150.60 


_ rea a I 


$3,929,474,644.10 


$7,672,236.43 
2,457,578.38 5,214,658.05 
1,413,831.63 
18,156,202.52 
eal £ 1,550,000.00 
$77,500,000.00 
213,067,150.60 
$4, 168,876,486.90 





Figures of foreign branches are included as of March 25, 1944, except those 
for enemy-occupied branches which are prior to occupation but less reserves. 


$768,141,199.36 of United States Government Obligations and $4,772,483.00 of other assets are deposited 
to secure "$729,338, 867.79 of Public and Trust Deposits and for other purposes required or permitted by law. 


(Member Federal Deposit Insurance Corporation) 


CITY BANK FARMERS TRUST COMPANY 


Head Office: 22 William Street, New York 
Condensed Statement of Condition as of March 31, 1944 


ASSETS 


Casn AND Due From Banks . . . « $ 52,751,054.58 
Unrtep States GovERNMENT Os.icaTions (Direct or Fuity GuaRANTEED) 105, "613, 413.94 
Ostications or OrHer Feperat AGENCIES . pete "518, 966.83 
Loans AND ADVANCES ‘ - a ‘ 1,867, 132.87 
Reat Estate Loans anp Securities . oval ls . 6,235,274.77 
Srock 1n Feperar Reserve BANK. . a ° ° 600,000.00 
Bank Premises . . . . es - ° 3,530,306.25 
Orner Rear Estate. . ‘ S 4eu ‘ 112,398.01 
Orugr Assets. . . bitte? i at ea ; 2,058,153.12 


; . $173,286,700.37 


LIABILITIES 


Deposits . : $145,079,443.05 

(IncLuDES U.S. War Loan Deposit * B40, 826, 560. 0.56) 
RESERVES, a 2,377,153.96 
CapiTAL . te 
Surplus . . ee 
Unpivipep Prorirs . . 
TOM Sa se 8 


5, 830, 103.36 
$173,286,700.37 


$47,735,366.94 of United States Government Obligations are deposited to secure 
the United States War Loan Deposit and for other purposes required or permitted by law. 
(Member Federal Deposit Insurance Corporation) 


$4, 168,876,486.90 





DIRECTORS 


GORDON 58. REN’ 
Chairman of the 
W. RANDOLPH BUR 
Vice-Chairman of the —_ 
WM. GAGE BRADY, JR. 
President 


—s rit 
rman of the Board, The 
National Cash Register 
Dayton, Ohio Compan 
CLEVELAND E. DODGE 
conan Phelps Dodge 
A. P. GIANNINI 
Chairman 


a ew ig Bank 
ca, N. T. & S. « 


JOSEPH P. GRACE 
hairman o e Board, 
Grace Company Vv. = 


Aten: AQuonaS Copper 
lent, Anacon 
Mining Company 
Aone mOvaRTOe 
Glass ‘Works 
be A H. MILLIKEN 
ident, Deering, Milliken 
Coneeny, Inc. 
ERIC P. SWENSON 
8. M. Swenson and Sons 
GERARD SWOPE 
President, General Electric 
Company 
REGINALD B. TAYLOR 
Vice-President, Sterling Engine 
Company 
*ROBERT WINTHROP 
Robert Winthrop and Company 
*Serving with the armed forces. 


DIRECTORS 
GORDON 8. RENTSCHLER 
Chairman of the Board 
LINDSAY BRADFORD 
President 


GILBERT G. BROWNE 
22 William Street 
W. RANDOLPH BURGESS 
Vice-Chairman of the Board 
The —— City Bank of 
New Yor! 
J. HERBERT CASE 
22 William Street 
EDWARD C. DELAFIELD 
Delafield & Delafield 
LEWIS L. DELAFIELD 
67 Wall Street 
CLEVELAND E. DE 
Vice-President, 


DOUGLAS GIBBONS 
Douglas Gibbons & Co., Inc. 
a Pe BOOUET 
President, Emigrant Industrial 


CHARLES D LAp LANIER 
15 William Street 
*GEORGE W. PERKINS 
Vice-President, Merck & Co., Inc. 
*HENRY & TAYLOR 
Taylor, Clapp & Beall 
REGINALD B. TAYLOR 
Vice-President, Sterling 
Company 
EARLE 8S. THOMPSON 
President, American +5 Age 
and Electric Company, Ine. 
WALTER REID WOLF 
Vice-President 
"ot orden Sake, 
and 
*Serving with the armed forces. 











Printed in U.S.A. 














